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agency is made.
Monthly, the agency prepares and sub­
mits a statement of operations in accordance 
with instructions from the Fund. After the 
report is reviewed by the Fund, the monthly 
allocation is sent to the agency. This report 
has tended to standardize the accounts of 
agencies and has provided a measure of cost 
for services rendered. Annually millions of 
dollars are given to institutions in the Chi­
cago area and it is only right that the in­
dividual, whose gifts are sought, should have 
some guide as to where his money will give 
the most and best service.
The installation of the budget system in 
agencies has made them as conscious of in­
come as expense. They are learning that they 
should not obligate themselves to perform 
services for which they have no funds.
Operations of non-profit institutions, as 
well as commercial enterprises, must be based 
on sound business and accounting principles. 
The investment of funds should be carefully 
supervised and recorded, receipts and dis­
bursements of funds should be properly au­
thorized and accounted for in detail. The 
budget should be adequate. The reports 
submitted to the Board of Directors should 
present clearly the true financial position of 
the agency and the results of its operations 
for the period.
Above all it should be borne in mind that 
the Board of Trustees, collectively, stands in 
the same position to the agency’s contribu­
tors as any Trustee. This Board is completely 
responsible and must account for all funds 
in its custody.
TAX NEWS
On June 21, 1945, the Commissioner of 
Internal Revenue announced a plan where­
by the Treasury Department and taxpayers 
may reach an agreement on the rates and 
methods of computing depreciation, such 
agreement to remain in effect for a period of 
five years unless a change is requested by 
the taxpayer. This announcement does 
not set up any new methods of com­
puting depreciation or declare any new 
policy as to allowable rates. As in the past, 
the rates and method of computation of de­
preciation will be set for each taxpayer on 
the basis of facts applicable. The five-year 
agreement plan will merely act as a stabilizer 
of depreciation rates once set.
In order to obtain such an agreement, the 
taxpayer must request it from the Internal 
Revenue Agent in Charge for the district in 
which the taxpayer is located. After exami­
nation by a Revenue Agent, a tentative agree­
ment will be drawn up and a report there­
on forwarded to Washington for review. 
Upon approval of the tentative agreement 
and report, a final agreement is drawn up 
and signed by the taxpayer and by the In­
ternal Revenue Agent in Charge. It pro­
vides assurance by the Bureau of Internal 
Revenue that the rates and method will not 
be disturbed for a period of five years ex­
cept upon the taxpayer’s request.
While no formal method of making appli­
cation for such an agreement has been set 
up, the request should include sufficient in­
formation to indicate the nature of the agree­
ment desired. We would suggest that in ad­
dition to the name and address of the tax­
payer, the following data should also be 
given:
Fiscal year of the taxpayer.
Cost or other basis of assets now in use.
Depreciation method and rates to be used.
Correct depreciation reserve, per income 
tax return, at the beginning of present fiscal 
period.
Classification and grouping of assets and 
reserves in accordance with the proposed 
depreciation method and rate.
No general rule can be given as to the 
advisability of filing these applications since 
that depends entirely upon the facts in each 
case. The plan has, however, brought the 
question of depreciation deductions to the 
attention of businessmen and accountants. 
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In any business in which depreciation charges 
are substantial and in which they have been 
a vexing problem, it would be well at this 
time to review the situation. Depreciation 
is an important element of cost and an im­
portant item in determining tax liability, 
particularly in industries which have a heavy 
capital asset investment.
Bulletin “F” of the Bureau of Internal 
Revenue, which was revised in January, 
1942, covers rather completely the Bureau’s 
findings and policies in connection with de­
preciation deductions. It also sets forth sug­
gested rates for many different types of as­
sets and many different types of industry. 
While these rates are based on studies made 
by the Treasury Department, they are merely 
suggestions and can be adjusted to fit the 
conditions governing the taxpayer.
It has been the rule that any business 
could elect to use the method of computing 
depreciation which appeared best fitted to 
it. Once a method was chosen, however, it 
had to be continued unless a change was 
authorized by the Commissioner. This rule 
has not been changed by the five-year agree­
ment plan and still remains in effect.
The methods commonly in use include— 
The straight line method.
Unit of production method.
Reducing balance method.
In the straight line method the cost or 
other basis of the asset, less estimated salvage 
value, is recovered over the life of the asset 
in equal amounts each period. It is the sim­
plest and probably most common type of 
depreciation computations. The unit of pro­
duction method is based on the theory that 
each machine can produce a given number 
of units and, therefore, each unit would bear 
a pro-rata share of the cost of the machine. 
Depreciation charges would, consequently, 
be larger in years of heavy production than 
in years of light production.
Although it is not a new idea, special pub­
licity has been given recently to the reducing 
balance method of computing depreciation. 
This is probably due to the fact that we are 
now in a period of high taxes and some busi­
ness counsellors feel that it will be advan­
tageous to use this method and get the benefit 
of higher depreciation in the early years of 
an asset’s life. The basic reasoning under­
lying this method is that certain assets give 
a greater rate of production in the early years 
and also that repairs to maintain the effi­
ciency of the assets are less in the early years 
and increase in proportion to the age of the 
assets. Thus, high depreciation charges and 
low repairs in the early part of an asset’s 
life will counterbalance low depreciation 
charges and high repairs in the later years.
A comparison of the effect of the straight 
line method and the reducing balance 
method can be seen by the example of a 
machine costing $1,250.00, with an estimated 
life of 10 years and an estimated salvage 
value of $36.00. On the straight line method, 
the yearly depreciation charge would be 
$121.40 ($1,250 less $36 leaves $1,214 to 
be divided by ten). On a reducing balance 
method, however, the rate used would be 
30% of the net value of the asset at the be­
ginning of the period and the yearly depre­





















Let us emphasize that whatever method is 
used should be based on logical reasoning 
supplemented by a careful analysis of the 
assets, their use, normal life, costs of main­
tenance, replacement policies, and similar 
matters. The able presentation of such facts 
will be of great assistance to the Bureau of 
Internal Revenue in determining the pro­
priety of the depreciation charges made. It 
should also be of value to management in 
setting up and following an adequate system 
of controls over plant assets, their main­
tenance and replacement.
During the past few years, we have heard 
much of “accelerated” depreciation charges. 
The Bureau of Internal Revenue will permit 
the acceleration of depreciation when reason 
can be demonstrated. This merely means 
that if an asset is being put to heavier use 
than under normal conditions—or to heavier 
use than was anticipated at the time the rates 
were set—adjustment of depreciation charges 
to provide for the additional wear and tear 
caused by the heavier use will be permitted. 
However, allowance for such abnormal de­
preciation will be based upon the facts in 
each case, and the Bureau has been requir­
ing taxpayers who wish to take increased 
depreciation deductions to furnish the fol­
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lowing information:
1. Principal types of machinery.
2. Number of machines of same type or 
model.
3. Cost, by items.
4. Age, dates of installation, and, if new, 
when acquired.
5. Function, use and operation of each 
principal type of machine.
6. Wearing parts, and how replacements 
are accounted for.
7. Historical record of retirements.
8. Classification of items as to those not 
affected by use and those which have wear­
ing parts kept in good condition by replace­
ments or repairs.
9. Percentage of dollar value retired for 
obsolescence.
10. Percentage of dollar value retired for 
wear and tear after eliminating items set up 
in paragraphs 8 and 9.
11. Average age of retirements on account 
of obsolescence.
12. Average age of retirements on ac­
count of wear and tear.
13. Number of men required to operate 
machines at full capacity.
14. Production, machines fully manned.
15. Normal production, how estimated.
16. Estimated decreased life for items un­
der paragraph 10 on account of accelerated 
production, and how determined.
This abnormal, or accelerated, deprecia­
tion should not be confused with the five- 
year amortization of defense facilities ac­
quired under a Certificate of Necessity. That 
is a special provision of the law and was in­
troduced in order that industry would not 
be reticent about making capital investments 
in assets which were primarily for war pro­
duction use.
Neither should the five-year agreement 
plan be confused with either accelerated 
depreciation or with the five-year amortiza­
tion plan. As stated previously, this five-year 
agreement is merely a plan whereby the Bu­
reau of Internal Revenue and the taxpayer 
can arrive at mutually agreeable rates and 
methods of computing the depreciation al­
lowance and the Bureau will assure the tax­
payer that such agreed upon rates will not 
be disturbed by the Bureau for a period of 
five years. In those businesses in which de­
preciation is an important deduction, such 
an agreement will aid the management in 
setting up reserves for taxes because they 
will know that as long as they follow the 
agreement there will be no argument with 
the Treasury Department as to the compu­
tation of their depreciation deductions.
* * * * *
The Tax Adjustment Act of 1945, which 
was approved by the President on July 31, 
1945, contains the expected relief for corpora­
tions paying excess profits taxes. Beginning 
January 1, 1946, the specific exemption is 
raised from $10,000.00 to $25,000.00; fiscal 
year taxpayers will have a prorated credit 
based on the number of days of the fiscal 
period which are in 1945 and the number in 
1946. The specific exemption for fiscal years 
ending in 1946, therefore, will be as follows:
Year ended January 31, 1946. .$11,273.97
Year ended February 28, 1945. 12,424.66 
Year ended March 31, 1946. . . 13,698.63 
Year ended April 30, 1946. .. . 14,931.51 
Year ended May 31, 1946........ 16,205.48
Year ended June 30, 1946........ 17,438.36
Year ended July 31, 1946........ 18,712.33
Year ended August 31, 1946. . . 19,986.31 
Year ended September 30, 1946. 21,219.18 
Year ended October 31, 1946. . 22,493.15 
Year ended November 30, 1946. 23,726.03
Other items of particular interest relate to 
the post-war refund credit on excess profits 
taxes. Bonds for refunds for years prior to 
1944 will be redeemable, at the option of 
the taxpayer, on or after January 1, 1946. 
For the years 1944 and later, no bonds will 
be issued, but a credit of 10% of the excess 
profits tax is applicable against the tax as 
paid. In other words, the excess profits taxes 
for 1944 and later are immediately reduced 
by 10%. In the case of taxpayers who have 
already paid their 1944 excess profits tax, 
refunds of the 10% credit are to be made in 
cash. '
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